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INDEPENDENT AUDITOR’'S REPORT
September 21, 2006

To the City Council

The City of Pinconning

Bay County

Pinconning, Michigan 48650

We have audited the financial statements of the governmental activities, business-type
activities, and major funds as of and for the year ended June 30, 2006 which collectively
comprise the City of Pinconning’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the City's management.
Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of
material misstatements. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the government activities, business-type
activities, the discretely presented component unit and each major fund as of June 30,
2006, and the changes in financial position and cash flows, where applicable, of those
activities and funds for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Management's Discussion and Analysis and budgetary comparison information are not
a required part of the basic financial statements, but are supplementary information
required by the GASB. We have applied certain limited procedures, which consist
principally of inquiries of management, regarding the methods of measurement and
presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.



To the City Council
The City of Pinconning
September 21, 2006
Page 2

Our audit was conducted for the purpose of forming an opinion on the City's basic
financial statements. The individual fund statements and schedules described in the
accompanying table of contents are presented for the purpose of additional analysis
and are not a required part of the basic financial statements. Such information has
been subjected to the auditing procedures applied by us in the audit of the basic
financial statements and, in our opinion, it is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

QUAST, JANKE AND COMPANY

_Qu\)o-?\i feeds 34 Cn

Certified Public Accountants, P.C.




CITY OF PINCONNING
Bay County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2006

This section of the City of Pinconning’s annual Financial Report presents Management's Discussion
and Analysis of the City's financial activities during the fiscal year ended June 30, 2006. The analysis
focuses on the City’s financial performance as a whole. Please read it in conjunction with the City's
financial statements, which immediately follow this section.

FINANCIAL HIGHLIGHTS

s The assets of the City of Pinconning exceeded liabilities at June 30, 2006, by $3,504,995. Of
this amount $370,436 is unrestricted and may be used to meet the government’'s ongoing
obligations to citizens and creditors.

» The City's net assets increased by $285,451during the year. Of this amount the assets of our
governmental activities increased $420,179 and the assets of our business-type activities
decreased by $134,728.

USING THIS REPORT

The annual report consists of a series of financial statements as well as other requirements as
follows:

e Management's Discussion and Analysis introduces the basic financial statements and
provides an analytical overview of the City’s financial activities.

¢ Government-wide Financial Statements consists of a statement of net assets and a
statement of activities. These provide information about the activities of the City as a whole
and represent an overall view of the City's finances.

» Fund Financial Statements tell how governmental services were financed in the short term
as well as what remains for future spending. Fund Financial Statement report the City’s
operations in more detail than the government-wide statements by providing information
about the most significant funds.

* Notes to the Financial Statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements.

¢ Required Supplementary Information, other than MD&A, provides information about the
required budgetary comparison information.

¢ Other Supplementary Information provides detailed information about the General Fund.

REPORTING THE CITY AS A WHOLE

The Statement of Net Assets and the Statement of Activities - the Government-wide statements report
information about the City as a whole using accounting methods similar to those used by private sector
companies. The Statement of Net Assets includes all of the City's assets and liabilities. All of the
current year's revenues and expenses are accounted for in the Statement of Activities regardless of
when cash is received or paid.

One of the most important questions asked about the City's finances is: Is the City as a whole better or
worse off as a result of the year’s activities? The Statement of Net Assets and the Statement of
Activities report information about the City as a whole and about its activities in a way that helps answer
this question. These statements include all assets and liabilities using the accrual basis of accounting,
which is very similar to the method of accounting used by most private sector companies. The two
statements report the City's net assets, which are the difference between assets and liabilities, as one
way to measure the City's financial health, or financial position. Over time, increases or decreases in

-3-



CITY OF PINCONNING
Bay County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2006

the City's net assets are one indicator of whether its financial health is improving or deteriorating.
Additional factors such as changes in the City’s property tax base and the condition of the City's
infrastructure are also important in making this decision.

In the Statement of Net Assets and the Statement of Activities, we have divided the City into two kinds
of activities:

e Governmental Activities - Most of the City's basic services are reported here, such as public
safety, public works, culture and recreation, community and economic development, general
government, debt service and capital projects. Property tax and state and federal grants
finance most of these activities.

« Business-Type Activities - This activity includes the water and sanitary sewer systems. This
activity is financed primarily by user charges.

REPORTING THE CITY’S MOST SIGNIFICANT FUNDS

The fund financial statements provide detailed information about individual, significant funds, not the
City as a whole. Some funds are required to be established by State law and by bond covenants. The
City can establish other funds to control and manage money for particular purposes (such as
construction or street projects) and to show that it is properly using certain revenues (such as tax
increment financing revenues). The City has two kinds of funds:

Governmental Funds

The Governmental Funds account of most of the City's basic services. They focus on how money flows
into and out of those funds and the balances at year-end that are available for spending. Governmental
funds include the General Fund; Special Revenue Funds such as Major Street;, Local Street and
Downtown Development Authority. These funds are reported using the modified accrual basis of
accounting, which measures cash and all other financial assets that can readily be converted to cash.
The government fund statements provide a detailed, short-term view of the City's general government
operations and the basic services it provides. Governmental fund information helps you determine
whether there are more or fewer financial resources that can be spent in the near future to finance the
City's programs.

The financial statements required for governmental funds include a balance sheet and a statement of
revenues, expenditures and changes in fund balances.
Proprietary Funds

Proprietary Funds account for the City's enterprise funds. These funds report services for which the
City charges customers for the service it provides. Proprietary funds are reported in the same way that
all activities are reported in the Statement of Net Assets and the Statement of Activities. The major
difference between the proprietary fund and the business-type activities included in the government-
wide statement is the detail and additional information, such as cash flows, provided in the proprietary
fund statements. The enterprise fund includes the Water and Sewer Funds, considered to be a major
fund of the City. The City is responsible for ensuring that the assets reported in these funds are used
only for their intended purposes and by those to whom the assets belong. The financial statements
required for proprietary funds include a statement of net assets, a statement of revenues, expenses,
and changes in fund net assets and a statement of cash flows.

-4-



CITY OF PINCONNING
Bay County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2006

GOVERNMENT- WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as useful indicator of financial position. The following
analysis shows the City’s total net assets at June 30, 2006 and 2005.

Governmental Activities Business-Type Activities Total
2006 2005 2006 2005 2006 2005

ASSETS
Current and other assets $ 426079 $ 490202 $ 287662 $ 317,867 $ 713,741 $ 808,069
Capital assts net of

accumulated depreciation 814,176 394,678 5,300,395 5.433.290 6.114,571 5,827.968
Total Assets 1,240,255 884,880 5,588,057 5,751,157 6,828,312 6,636,037
LIABILITIES
Current liabilities 102,327 167,132 89,613 117,985 191,940 285,117
Long-term liabilities 0 0 3.131.376 3,131,376 3,131,376 3,131,376
Totat Liabilities 102,327 167,132 3,220,989 3,249,361 3,323,316 3,416,493
NET ASSETS
Invested in capital assets
net of related debt 756,162 394,678 2,171,688 2,234,538 2,927,850 2,629,216
Restricted 43,065 83,970 163,644 185,465 206,709 269,435
Unrestricted 338,701 239,100 31,736 81,793 370,437 320,893
Total Net Assets $ 1,137,928 § 717,748 $ 2,367,068 $ 2,501,796 $ 3.504,996 §$ 3,219,544

The largest portion of the City’s net assets is invested in capital assets (e.g., land, infrastructure,
buildings, and equipment), less the related debt. The debt related to the investment in capital assets is
liquidated with sources other than capital assets. Restricted net assets represent resources that are
subject to external restrictions, constitutional provisions or enabling legislation on how they can be
used. Total unrestricted net assets, the part of net assets that can be used to finance day-to-day
operations without constraints established by debt covenanits, legislation, or other legal requirements is
approximately $370,000.



CITY OF PINCONNING
Bay County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2006

The following analysis provides the changes in the net assets for the City's governmental and business-
type activities:

Business-Type
Governmental Activities Activities Total
2006 2005 2008 2005 2006 2005

REVENUES
Charges for services $ 140,017 $34,650 $ 557,656 $562,988 $§ 97673 $ 697,638
Operating grants and

contributions 125,366 136,433 0 0 125,366 136,433
Capital grants and
contributions 340,097 33,400 0 0 340,097 33,400
GENERAL REVENUES
Property Taxes 352,544 349,177 0 0 352,544 349,177
State shared revenue 158,957 150,809 0 0 158,957 150,809
Unrestricted investment
earnings 11,273 1,987 8,141 5,330 19,414 7,317
Miscellaneous 137,163 72,644 0 0 137,163 72,644
Total Revenues 1,265,417 879,100 565,797 568,318 1,831,214 1,447,418
PROGRAM EXPENSES
Legislative 13,353 9,824 0 0 13,353 9,824
General government 229,289 223,482 0 0 229,289 223,482
Public safety 248,489 234,888 0 0 248,489 234,888
Public works 340,552 324,294 0 0 340,552 324,294
Recreation and cultural 13,555 9,758 0 0 13,555 9,758
Water and Sewer 0 0 700,525 722773 700,525 722773
Total Expenses 845,238 802,246 700,525 722,773 1,545,763 1,525,019
INCREASE (DECREASE)
IN NET ASSETS 419,179 76,854 _(134.728) {154.455) 285.451 (77,601)

INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As the City of Pinconning completed its year, its governmental funds reported a total fund balance of
$323,752, which is more than the $323,070 total fund balance at June 30, 2005.
e« The General Fund, the operating fund for the City, ended FY06 with a $280,589 balance
compared to the prior year ending fund balance of $233,099.
Major Street Fund Balance decreased by $31,522.
Local Street Fund Balance decreased by $9,383.
Capita! Projects Fund Balance increased by $5,904.

INDIVIDUAL MAJOR BUSINESS-TYPE FUND ANALYSIS

The Water and Sewer Fund, which accounts for the operation and maintenance of the City’s water and
sewer system, ended FY06 with a $2,367,068 net asset balance compared to prior year ending net
asset balance of $2,501,796.
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CITY OF PINCONNING
Bay County, Michigan

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30. 2006

BUDGETARY HIGHLIGHTS

During the year ended June 30, 2006, the City amended the budget three (3) times. The amendments
were done to cover unbudgeted expenditures. These amendments were mainly required to cover
unplanned expenditures associated with new grants received.

CAPITAL ASSETS AND DEBT ADMINISTRATION

The City's investment in capital assets, including land, buildings and improvements, equipment, water
systems, sewer systems, lighting systems, traffic signals and other infrastructure represents the value
of the resources utilized to provide services to citizens. Capital assets for governmental activities
totaled $814,176 (net of accumulated depreciation) at June 30, 2006. Capital assets for business-type
activities totaled $5,300,395 (net of accumulated depreciation) at June 30, 2006. See the notes to the
financial statements for more information about the City’s capital assets.

The major capital outlays for governmental activities during the year included a street project.

For business-type activities, a major addition was a water line replacement.

LONG-TERM DEBT
At year end the City had $3,131,376 in outstanding revenue bonds. Alt debt in the business-type
activities is detailed below:

Water and Sewer Fund
Revenue Bond issued to improve, enlarge and extend the City's water and sewer system.

General Obligation $ 527,088
Balance June 30, 2005 106,752
Balance June 30, 2006 53,376
Original issue 1996 — Series A 2,511,000
Balance June 30, 2005 2,466,000
Balance June 30, 2006 2,460,000
Original issue 1996 — Series B 60,000
Balance June 30, 2005 51,000
Balance June 30, 2006 47,000
Original issue 2002 — Series A 544,000
Balance June 30, 2005 532.000
Balance June 30, 2006 529.000
Original issue 2002 — Series B 47,000
Balance June 30, 2005 43,000

Balance June 30, 2006 42,000



CITY OF PINCONNING
Bay County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2006

ECONOMIC FACTORS

Our elected officials consider many factors when setting the City’s 2006 fiscal year budget. One of
the most important factors affecting the budget is the State of Michigan's economy.

The City's Council has tried to spend conservatively. Costs for health care, insurance and utilities
continue to rise. The City maintains its facilities but struggles to provide services to its citizens at
the same level as past years. Growth in the City has been slow but the City hopes for new
business and industry. Expanding our tax base past single-family homes and increasing water and
sewer users is a prime objective.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to present our citizens, taxpayers, customers, investors and
creditors with a general overview of the City’s finances and operating activities. If you have any
questions or require additional information please contact Administration at the City of Pinconning,
208 Manitou, PO Box 628, Pinconning, Ml 48650.



CITY OF PINCONNING
Bay County, Michigan

GOVERNMENT WIDE STATEMENT OF NET ASSETS

ASSETS:
Cash
Delinquent taxes receivable
Other receivables
Due from other funds
Inventory
Receivable from State
Restricted cash
Refinancing costs
Capital assets;
Land
Buildings and improvements
Construction in progress
Infrastructure
Equipment
Water and sewer systems
Accumulated depreciation

Total Assets

LIABILITIES:

Accounts payable

Accrued expenses

Due to other funds

Deferred revenue

Notes and bonds payable
Amount due within one year
Amount due more than one year

Total Liabilities

NET ASSETS:
Investment in capital assets net of related debt
Restricted major and local streets
Restricted for debt service
Unrestricted

Total Net Assets

June 30, 2006

Primary Govemment
Govemmental Business -Type Component
Aclivities Units Total Unit
$ 285,432.09 % -1,858.97 § 283,573.12 § 70,513.59
0.00 0.00 0.00 0.00
55,200.00 123,073.52 178,273.52 0.00
49,217 50 0.00 0.00 0.00
0.00 134.14 134.14 0.00
36,229.27 0.00 36,229.27 0.00
0.00 163,644.43 163,644.43 0.00
0.00 2,668.60 0.00
25,000,00 50,000.00 75,000.00 5,000.00
897,304.00 3,450,949.01 4,348,253.01 87,720.91
406,801.74 0.00 406,801.74 0.00
58,013.88 0.00 58,013.88 0.00
516,435.01 331,941.82 848,376.83 3,100.00
0.00 4,134,100.25 4,134,100.25 0.00
-1,089,379.18 -2,666,595.84 -3,755,975.02 -3,348.85
1,240,254.31 5,588,056.96 6,828,311.27 162,985.65
9,974.75 23,055.57 33,030.32 0.00
37,152.14 17,339.91 54,492.05 0.00
0.00 49,217.50 0.00 0.00
55,200.00 0.00 0.00 0.00
0.00 67,376.00 67,376.00 3,260.54
0.00 3,064,000.00 3,064,000.00 24,972.96
102,326.89 3,220,988.98 3,218,898.37 28,233.50
756,161.57 2,171,687.84 2,927,849.41 64,238.56
43,065.16 0.00 43,065.16 0.00
0.00 163,644.43 163,644 .43 0.00
338,700.69 31,735.71 370,436.40 70,513.59
$ 1,137,927.42 $ 2,367,067.98 § 3,60499540 $ 134,752.15

The accompanying notes are an integral part of the financial statements.

9



CITY OF PINCONNING
Bay County, Michigan

GOVERNMENT WIDE STATEMENT OF ACTIVITIES

Year Ended June 30, 2006

Program Revenues

Charges for

Operating
Grants/

Capital
Grants/

Functions/Programs Expenses Services Contributions Contributions
PRIMARY GOVERNMENT:
GOVERNMENTAL ACTIVITIES:
Legislative $ 1335288 3% 000 3 0.00 0.00
General Government 229,288.86 80,860.12 0.00 303,600.00
Public Safety 248,489.16 4,196.92 21,608.20 0.00
Public Works 340,552.43 54,960.00 103,757.66 0.00
Recreation and Cultural 13,554.78 0.00 0.00 36,497.00
Total governmental activities 845238.11 140,017.04 125,365.86 340¢,097.00
BUSINESS-TYPE ACTIVITIES
Water and Sewer 700,525.17 557,655.86 0.00 0.00
Tolal business-type activities 700,525.17 557,655.86 0.00 0.00
Total Primary Government $ 154576328 % 69767290 3% 125,365.86 340,097.00
COMPONENT UNIT:
Downtown Development Authority 69,077.09 5,500.00 0.00 0.00

GENERAL PURP(QSE REVENUES:
Property taxes

State shared revenues

Unrestricted Investment earning§

Mabile home fees

Judgement

Late payment penalties on taxes

Transfers
Total General Purpose Revenues and Transfers
Change in Net Assets

Net Assets at beginning of year

Net Assets - End of Year

The accompanying notes are an integral part of the financial statements.
-10-



$

$

Net (Expense) Revenue and Changes in Net Assets

Governmental Business-Type Component
Activities Activities Total Unit
(13,352.38) % 000 3 (13.352.88) % 0.00
155,171.26 0.00 155,171.26 0.00

(222,684.04) 0.00 (222,684.04) 0.00
(181,834.77) 0.00 (181,834.77) 0.00
2294222 0.00 22,942.22 0.00
(239,758.21) 0.00 (239,758.21) 0.00
0.00 (142,869.31) (142,869.31) 0.00

0.00 (142,869.31) (142,869.31) 0.00
(239,758.21) {142,869.31) (382,627.52) 0.00
(63,577.09)

349,733.18 0.00 349,733.18 56,630.23
158,957.07 0.00 158,957.07 0.00
11,273.47 3,141.28 19,414.75 4,151.01
280.50 0.00 280.50 0.00
35,000.00 0.00 35,000.00 0.00
2,530.36 0.00 2,530.36 0.00
102,163.03 0.00 102,163.03 {102,163.03)
559,937.61 8,141.28 668,078.89 {41,381.79)
420,179.40 (134,728.03) 285,451.37 (104,958.88)
717,748.02 2,501,796.01 3,219,544 .03 239,711.03
1,137,927.42 $ 236706798 $ 350499540 § _ 13475215




CITY OF PINCONNING
Bay County, Michigan

GOVERNMENTAL FUNDS BALANCE SHEET
June 30, 2006

ASSETS:
Cash $
Delinquent taxes receivable
Other receivables
Prepaid expenses
Due from cther Funds

Due from State
TOTAL ASSETS 3
LIABILITIES:
Accounts payable 3

Deferred revenue

Accrued expenses

Payable to other governments
TOTAL LIABILITIES

FUND BALANCES:
Reserved
Unreserved, reported in:
General Fund
Special Revenue Funds
Capital Projects Funds
Total Fund Balances

TOTAL LIABILITIES AND FUND BALANCES $

MAJOR LOCAL CAPITAL

GENERAL STREETS STREETS PROJECTS TOTAL
259,235.76 $ 3,317.89 % 22,681.00 % 9744 % 285,332.09
0.00 0.00 0.00 0.00 0.00
55,200.00 0.00 0.00 0.00 56,200.00
0.00 0.00 0.00 0.00 0.00
49,317.50 0.00 0.00 0.00 49,317.50
19,163.00 12,743.48 4,322.79 0.00 36,229.27
382,916.26 $ 16,061.37 $ 27,003.79 % 9744 §$ 426,078.86
997475 % 0.00 % 000 § 000 % 9,974.75
56,200.00 0.00 0.00 0.00 55,200.00
37,152.14 0.00 0.00 0.00 37,152.14
0.00 0.00 0.00 0.00 0.00
102,326.89 0.00 0.00 0.00 102,326.89
0.00 0.00 0.00 0.00 0.00
280,589.37 0.00 0.00 0.00 280,589.37
0.00 16,061.37 27,003.79 0.00 43,065.16
0.00 0.00 0.00 97.44 97.44
280,589.37 16,061.37 27.,003.79 97.44 323,751.97
382916.26 % 16,061.37 $ 27,003.79 $ 9744 % 426 078.86

The accompanying notes are an integral pari of the financial statements.
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CITY OF PINCONNING
Bay County, Michigan

GOVERNMENTAL FUNDS
RECONCILIATION OF BALANCE SHEET OF GOVERNMENTAL FUNDS TO STATEMENT OF NET ASSETS
June 30, 2006

TOTAL FUND BALANCES - GOVERNMENTAL FUNDS $ 323,751.97

Amounts reported for governmental activities in the statement
of net assets are different because -

Capital assets used in governmenta! activities are not financial
resources and therefore are not reported in the governmental funds
balance sheet:

Capital assets at cost 1,903,554.63
Accumulated depreciation -1,089,379.18

Long-term liabilities are not due and payable in the current period and
therefore are not reported in the governmental funds 0.00

TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES $ 1,137,927 42

The accompanying notes are an integral part of the financial statements.
13-



REVENUES:
Taxes
State and Federal Grants
Intergovernmental other
License and permits
Charges for Services
Fines and Forfeits
Interest and Rentals
Other Revenue

Total Revenues

EXPENDITURES:
Legislative
General Government
Public Safety
Public Works
Cultural and Recreation
Capital Outlay
Debt service

Total Expenditures

EXCESS OF REVENUES OVER
EXPENDITURES

OTHER FINANCING SOURCES (USES):

Transfer from other funds
Transfer to other funds

Total Other Financing
Sources (Uses)

NET CHANGE IN FUND BALANCES
FUND BALANCE - July 1, 2005

FUND BALANCE - June 30, 2006

The accompanying notes are an integral part of the financial statements.

CITY OF PINCONNING
Bay County, Michigan

GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
Year ended June 30, 2006

MAJOR LOCAL CAPITAL

GENERAL STREETS STREETS PROJECTS TOTAL
$ 40722354 § 000 % 0.00 0.00 407,223.54
158,957.07 77.177.91 26,179.75 303,600.00 965,914.73
58,105.20 0.00 0.00 0.00 58,105.20
484.50 0.00 0.00 0.00 484.50
15,727.15 0.00 0.00 0.00 15,727.15
2,375.89 0.00 0.00 0.00 2,375.89
76,842.59 200.00 200.00 1,180.88 78,423.47
35,000.00 0.00 0.00 0.00 35,000.00
754,715.94 77,377.91 26,379.75 304,780.88 1,163,254.48
13,114.85 0.00 0.00 0.00 13,114.85
219,555.36 0.00 0.00 6,046.00 225,601.36
239,198.76 0.00 0.00 0.00 239,198.76
165,707.63 89,899.79 54,762.49 0.00 310,369.91
5,593.29 0.00 0.00 0.00 5,593.29
64,055.67 0.00 0.00 406,801.74 470,857.41
0.00 0.00 0.00 0.00 0.00
707,225.56 89,899.79 54,762.49 412,847.74 1,264,735.58
47,490.38 -12,521.88 -28,382.74 -108,066.86 -101,481.10
0.00 0.00 19,000.00 102,163.03 121,163.03
0.00 -19,000.00 0.00 -19,000.00
0.00 -19,000.00 19,000.00 102,163.03 102,163.03
47,490.38 -31,521.88 -9,382.74 -5,903.83 681.93
233,098.99 47,583.25 36,386.53 6,001.27 323,070.04
$ _ 28058937 $ 16,061.37 3 27.003.79 % 97.44 $ 323,751.97
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CITY OF PINCONNING
Bay County, Michigan

GOVERNMENTAL FUNDS
RECONCILIATION OF THE STATEMENT OF REVENUES,EXPENDITURES
AND CHANGES IN FUND BALANCES TO STATEMENT OF ACTIVITIES
Year Ended June 30, 2006

NET CHANGE IN FUND BALANCES - GOVERNMENTAL FUNDS ‘ $ 681.93

Amounts reported for governmental activities in the statement
of activities are different because -

Governmental funds report capital outlays as expenditures
while in the statement of activities, these costs are allocated
over their estimated lives as depreciation expense.

Depreciation expense -51 ,359.94
Capital asset purchases capitalized 470,857.41

Repayment of debt principal is an expenditure in the governmental
funds, the repayment does not have an effect in the statement
of activities but does reduce the debt balance in the statement
of net assets.

Principal payments on long term debt 0.00
CHANGE IN NET ASSETS - GOVERNMENTAL ACTIVITIES $ 420,179.40

The accompanying notes are an integral part of the financial statements.
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CITY OF PINCONNING
Bay County, Michigan

PRCPRIETARY FUND
STATEMENT OF NET ASSETS
WATER AND SEWER FUND
June 30, 2006

ASSETS:
Current Assets:;
Cash $ 161,785.46
Accounts receivable 123,073.52
Inventory 134.14
Prepaids 0.00
Total Current Assets 284,993.12
Noncurrent Assets:
Capital Assets:
Buildings and Improvements 3,500,949.01
Equipment 331,941.82
Water and sewer systems 4,134,100.25
Accumulated depreciation (2,666,595.84)
Refinancing costs 2,668.60
Total Noncurrent Assets 5,303,063.84
Total Assets 5,588,056.96
LIABILITIES:
Current Liabilities
Accounts payable 23,055.57
Due to General Fund 49,217.50
Accrued expenses 17.339.91
Revenue bonds payable 67,376.00
Total Current Liabilities 156,988.98
Noncurrent Liabilities
Revenue bonds payable 3,064,000.00
Total Noncurrent Liabilities 3,064,000.00
Total Liabilities 3,220,988.98
NET ASSETS:
Invested in capital assets net of related debt 2,171,687.84
Restricted for debt retirement 163,644.43
Unrestricted 31,735.71
Total Net Assets $ 2.367,067.98

Reconciliation of Government Wide Statement of Net Assets:

Net assets of business-type activities $ 2,367,067.98

The accompanying notes are an integral part of the financial statements.
-15-



CITY OF PINCONNING
Bay County, Michigan

WATER AND SEWER FUND

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

Year Ended June 30, 2008

OPERATING REVENUES:
Charges for Services

Water charges
Sewer charges
Water hydrant rental
Septage income
Late payment fees
Miscellaneous

Total Operating Revenues

OPERATING EXPENSES:
Salaries
Fringes and taxes
Water - Cost of goods sold
Contractual Services
Supplies
Repairs and Maintenance
Utilities
Insurance
Other
Depreciation
Total Operaling Expenses

Operating Income
NONOPERATING REVENUES(EXPENSES)
Interest Income
Loss on sale of capital asset
Interest Expense
Total Nonoperating Expenses

Income before contributions and transfers

Transfers In
Transfers Qut

Change in Net Assets
Net Assets Beginning of Year

Net Assets End of Year

203,647 .42
312,660.02
7,000.00
24,500.00
5713.42
4,135.00

557,655.86

108,236.12
51,487.69
81,944.64
22,521.39

9,332.35
35,956.26
56,958.56
10,898.43

6,370.93

167,874.62

551,580.99

6,074.87

8,141.28
0.00
{148,944.18)

(140,802.90)

-134,728.03

0.00
0.00

-134,728.03

2,501,796.01

2,367,067.98

The accompanying notes are an integral part of the financial statements.
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CITY OF PINCONNING
Bay County, Michigan

WATER AND SEWER FUND
STATEMENT OF CASH FLOWS
Year Ended June 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers $ 498,828.32
Other operating cash receipts 35,635.00
Cash payments to suppliers for goods and services (198,567.45)
Cash payments to employees for services (140,467.10)
Net cash provided (used) by operating activities 195,428.77
CASH FLOWS FROM NON CAPITAL FINANCING ACTIVITIES:
Transfers from other funds 0.00
Transfers to other funds 0.00
Net cash provided (used) by noncapital
financing activities 0.00

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Acquisition of capital assets {40,317.50)
Proceeds from sale of capital assets 0.00
Principal on County note 0.00
Interest paid on bonds (148,944.18)
Principal payments on bonds (67,376.00)
Contributed capital 0.00
Net cash provided (used) by capital and
related financing acfivities (256,637.68)
CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments 8,141.28
Net increase (decrease) in cash (53,067.63)
Cash beginning of year 214,853.09
Cash end of year $ 161,785.46

RECONCILIATION OF INCOME (LOSS) FROM OPERATIONS
TO NET CASH PROVIDED BY OPERATING ACTIVITIES:

Incorne {loss) from operations $ 6,074.87
Adjustments to reconcile income (loss) from operations
to net cash provided (used) by operating activities:

Depreciation 167,874.62

Amortization 2,668.80

Change in assets and liabilities:

(Increase) decrease in accounts receivable (23,192.54}
{Increase) decrease in inventory 2,998.33

Increase (decrease) in accounts payable (13,616.83)
Increase {decrease) in accrued expenses 52,621.52

Net Cash Provided (Used) in Operating Activities $ 195.428.77

The accompanying notes are an integral part of the financial statements.
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CITY OF PINCONNING
Bay County, Michigan

STATEMENT OF NET ASSETS
FIDUCIARY FUND
June 30, 2006

TAX
COLLECTION
AGENCY
FUND
ASSETS
Cash in Bank $ 100.00
LIABILITIES
Due to general fund 3 100.00

The accompanying notes are an integral part of the financial statements.
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CITY OF PINCONNING
Bay County, Michigan

COMPONENT UNIT
STATEMENT OF NET ASSETS
DOWNTOWN DEVELOPMENT AUTHORITY
June 30, 20086

ASSETS:
Current Assets:
Cash 3 70,513.59
Accounts receivable 0.00
Prepaids 0.00
Total Current Assets 70,513.59
Noncurrent Assets:
Land 5,000.00
Construction in progress 0.00
Equipment 3,100.00
Buildings and Improvements 87,720.91
Accumulated depreciation {3,348.85)
Total Noncurrent Assets 92,472.06
Total Assets 162,985.65
LIABILITIES:
Current Liabilities
Accounts payable 0.00
Due to Capital Projects 0.00
Building authority bond 3,260.54
Total Current Liabilities 3,260.54
Noncurrent Liabilities
Building authority bond 24,972.96
Total Noncurrent Liabilities 24,972 .96
Total Liabilities 28,233.50
NET ASSETS:
Invested in capital assets net of related debt 64,238.56
Unrestricted 70,513.59
Total Net Assets 3 134,752.15

The accompanying notes are an integrai part of the financial statements.
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Functions/Programs
DOWNTOWN DEVELOPMENT AUTHORITY

Public Works
Interest on long term debt

Tolal governmental activities

GENERAL REVENUES:
Property taxes
Transfer to Capital Project
Net Loss on sale of Assets
Unrestricted Investment earnings

CITY OF PINCONNING
Bay County, Michigan

COMPONENT UNIT - DDA
STATEMENT OF ACTIVITIES
Year Ended June 30, 2006

Program Revenues

Net (Expense) Revenue
and Change in
Net Assets

Operating Capital
Charges for Grants/ Grants/
Expenses Services Contributions Contributions

67,250.55 § 5,500.00 % 000 § 0.00
1,826.54 0.00 0.00 0.00

69,077.09 5,500.00 0.00 0.00

Tolal General Purpose Revenues and Transfers

Change in Net Assets
Net Assets at beginning of year

Net Assels - End of Year

The accompanying notes are an integral part of the financial statements.

-20-

Downtown
Development

Authority

$  (61,750.55)
(1,826.54)

(63,577.09)

56,630.23
(102,163.03)

0.00

4,151.01

(41,381.79)
(104,958.88)
239,711.03

§ __ 13475215



NOTE 1.

Al

CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30. 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
DESCRIPTION OF REPORTING ENTITY:

The City of Pinconning is located in Bay County and operates under an elected Board of
Council Members (6 members) and an elected Mayor, and provides services to its
residents in many areas. The financial statements of the City have been prepared in
conformity with generally accepted accounting principles (GAAP) as applied to
government units. The Governmental Accounting Standards Board (GASB) is the
accepted standard-setting body for establishing governmental accounting and financial
reporting principles. The more significant of the government's accounting policies are
described below.

REPORTING ENTITY:

Financial Reporting Entity
The City’s basic financial statements include the accounts of all City operations. The criteria
for including organizations as component units within the City’s reporting entity, as set forth in
Section 2100 of GASB’s Codification of Governmental Accounting and Financial Reporting
Standards, include whether:

»the organization is legally separate (can sue and be sued in their own name)

=the City hold the corporate powers of the organization

*the City appoints a voting majority of the organization's board

*the City is able to impose its will on the organization

=the organization has the potential to impose a financial benefit/burden on the City

=there is fiscal dependency by the organization on the City

Based on the aforementioned criteria, the City of Pinconning has one component unit, the
Downtown Development Authority. The Downtown Development Authority was created to
correct and prevent deterioration in the downtown district, and promote growth within the
district. The Authority’s governing body, which consists of nine (9) individuals, is appointed by
the Mayor and approved by the City Council.

Jointly Governed Organization

The City of Pinconning, Pinconning Township and the Township of Fraser participate
jointly in the operation of the Pinconning Fraser Fire Department. The funding formula
requires that each municipality share the operational costs of the department. Al the
financial operations of the fire department are recorded in the Pinconning Fraser Fire
Department. The city's portion contributed for the fiscal year was $47,233.

BASIS OF PRESENTATION:
The government-wide financial statements (the statement of net assets and the statement of
changes in net assets) report information on all of the activities of City. The effect of the

inferfund activity, within the governmental and business-type activities columns, has been
removed from these statements. Governmental activities, which normally are supported by

-21-



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

taxes and intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given
program are offset by program revenues. Direct expenses are those that are clearly identified
with a specific program. Program revenue include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given
program and 2) operating or capital grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function. Taxes and other items not
properly included among program revenues are reported as general revenues.

D: FUND FINANCIAL STATEMENTS:

The City segregates transactions related to certain functions or activities in separate funds
in order to aid financial management and to demonstrate legal compliance. Separate
statements are presented for governmental and proprietary activities. These statements
present each major fund as a separate column on the fund financial statements; all non-
major funds are aggregated and presented in a single column.

Governmental funds are those funds through with most governmental functions typically are
financed. The measurement focus of governmental funds is on the sources, uses and
balance of current financial resources. The City has presented the following major
governmental funds:

General Fund -

General Fund is the main operating fund of the City. This fund is used to account for all
financial resources not accounted for in other funds. All general tax revenues and other
receipts that are not restricted by law or contractual agreement to some other fund are
accounted for in this fund. General operating expenditures, fixed charges and capital
improvement costs that are not paid through other funds are paid from the General Fund.

Major Street Fund -

Major Street Fund is a legally mandated fund to account for specific proceeds of revenue from
the Michigan Department of Transportation and to account for the legally restricted
expenditures of those funds related to the maintenance and construction of major roads within
the City.

Local Street Fund -

Local Street Fund is a legally mandated fund to account for specific proceeds of revenue from
the Michigan Department of Transportation and to account for the legally restricted
expenditures of those funds related to the maintenance and construction of major roads within
the City.



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued):
Capital Projects Fund -

Capital Projects Fund is used to account for the construction of major capital facilities not
accounted for by proprietary funds.

Propriety Funds are accounted for using the economic resources measurement focus and the
accrual basis of accounting. The accounting objectives are determinations of net income,
financial position and cash flow. All assets and liabilities are included on the Statement of Net
Assets. The City has presented the following major propriety funds:

Water and Sewer Fund -

Water and Sewer Fund is used to account for the provision of water and sewer services to the
residents of the City. Activities of the fund include administration, operation and maintenance
of the water system and billing and collection activities. The fund also accounts for the
accumulation of resources for, and the payment of, long-term debt. Costs are financed
through charges to customers.

Propriety funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a propriety fund’s principal ongoing operations. Operating
expenses for the propriety funds include the cost of personal and contractual services,
supplies and depreciation on capital assets. All revenue and expenses not meeting this
definition are reported as non-operating revenues and expenses.

Agency Funds -

The Tax Collections Agency Fund accounts for assets held by the City in a trustee capacity.
Tax collections are custodial in nature and do not invaolve the measurement of results of
operations.

E: Measurement Focus/Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting refers to when
revenues and expenditures are recognized in the accounts and reported in the financial
statements. Basis of accounting relates to the timing of the measurement made, regardless of
the measurement focus applied.

The government-wide statements and fund financial statements for propriety funds are
reported using the economic resources measurement focus and the accrual basis of
accounting. The economic resources measurement focus means all assets and liabilities
(whether current or non-current) are included on the statement of net assets and the operating
statements present increases (revenues) and decreases (expenses) in total net assets.
Under the accrual basis of accounting, revenues are recognized when earned, including
unbilled water and sewer services which are accrued. Expenses are recognized at the time
the liability is incurred.

-23-



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

Governmental fund financial statements are reported using the current financial resources
measurement focus and are accounted for using the modified accrual basis of accounting.
Under the modified accrual basis of accounting, revenues are recognized when susceptible to
accrual; i.e., when they become both measurable and available. “Measurable” means the
amount of the transaction can be determined and “available” means collectible within the
current period or soon enough thereafter to be used to pay liabilities of the current period.
The City considers property taxes as available if they are collected within 60 days after year-
end. Expenditures are recorded when the related fund liability is incurred. However, debt
service expenditures, as well as expenditures related to compensated absences are recorded
only when payment is due.

The revenues susceptible to accrual are property taxes, franchise fees, licenses, charges for
service, interest income and state shared governmental revenues. All other governmental
fund revenues are recognized when received.

F: CAPITAL ASSETS

Capital assets, which include land, buildings, equipment, and vehicles, are reported in the
applicable governmental activities column in the entity-wide financial statements. Capital
assets are defined by the City as assets with an individual cost of more than $2,500 and any
assets susceptible to theft. Such assets are recorded at historical cost or estimated historical
cost if purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation. Costs of normal repair and maintenance that do not add
to the value or materially extend asset lives are not capitalized.

Buildings, equipment, land improvements and vehicles are depreciated using the straight-line
method over the following useful lives:

Buildings and additions 40 - 50 years
Land improvements 16 — 20 years
Vehicles 5 - 10 years
Furniture and other 3 - 10 years
equipment

G: FUND EQUITY

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for
use for a specific purpose. Designations of fund balance represent tentative management
plans that are subject to change.

H: ACCOUNTING CHANGE
Effective July 1, 2003, the City implemented the provisions of Governmental Accounting

Standards Board Statement No. 34, Basic Financial Statements - and Management's
Discussion and Analysis - for State and Local Governments (GASB No. 34). Changes to the



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

City's financial statements as a result of GASB No. 34 are as follows: A Management's
Discussion and Analysis (MD&A) section providing analysis of the City’s overall financial
position and results of operations has been included. Entity-wide financial statements
(statement of net assets and statement of activities) prepared using full accrual accounting for
ali of the City’s activities have been provided.

I: PROPERTY TAXES:

Properties are assessed as of December 31; the related property taxes are billed on July 1
and become a lien on December 31 of the following year. These taxes are due without
penalty during the period from July 1 through August 15 with a final collection date of February
28 before they are added to the county tax rolls. The 2006 taxable valuation of City
properties totaled $25,675,547. The taxes levied and the resulting revenue by fund and
component unit was as follows:

Millage
Rate Revenue
Operating millage — Net of portion captured 14.7965 $ 348,521.98
by Downtown Development Authority

Refuse collection fees 54,960.00
Trailer park fees 280.50
Total governmental funds $ 403,762.48
Downtown Development Authority Capture $ 5663023

NOTE 2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY:

Budgetary Information - Annual budgets are adopted on a basis consistent with generally
accepted accounting principles and State law for the General and Special Revenue Funds. All
annual appropriations lapse at fiscal year end.

The budget document presents information by fund and function. The legal level of budgetary
control adopted by the goveming body (i.e., the level at which expenditures may not legally
exceed appropriations) is the function level. State law requires the City to have its budget in
place by April 1. Expenditures in excess of amounts budgeted are a violation of Michigan law.
State law permits entities to amend their budgets during the year. There were no significant
amendments during the year.

Excess of Expenditures Over Appropriations in Budgeted Funds - The City incurred expenditures
in excess of budget in the following funds:

Budget Actual Excess
Maijor Street Fund
Transfer Qut $ 10,000 $ 19,000 $ 9,000

Fund Deficits - The City had no accumulated fund balance deficits.
-925.



NOTE 3. LONG-TERM DEBT:

CITY OF PINCONNING
Bay County. Michigan

NOTES TO FINANCIAL STATEMENTS

June 30, 2006

Long-term obligation activity can be summarized as follows:

Interest

Rate

BUSINESS — TYPE ACTIVITIES

1997 Refunding Bonds
General Obligation

1996 Revenue Bond B
1996 Revenue Bond A

2002 Revenue Bond A
2002 Revenue Bond b

Total Business-Type Activity
COMPONENT UNIT
Revitalization Loan

Total Component Unit

Annual debt service requirements are detailed in the other supporting schedules.

4.25-
5.20
45
4.5

4.75
4.75

2.25

Principal Beginning Additions Ending Current

Monthly Ranges  Balances  (Deductions) Balance Portion
53,376/yr 106,752 (53,376) 53,376 53,376
1,000/yr 51,000 {(4,000) 47,000 1,000
5,000- 2,466,000 (6,000) 2,460,000 6,000

155,500/yr

3,000-5,000/yr 532,000 (3,000) 529,000 3,000
1,000-3,000/yr 43,000 {1.000) 42,000 1,000
$3.108.752  $(67.376) $£3.131.376 $64.376
11,000-8,079/yr 8140196 _(53.168.46) 28,233.50 3,260.54

$81,401.96 $(53,168.46)

$ 28.233.50 $3.260.54



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 4. CAPITAL ASSETS:

Capital asset activity for the year ended June 30, 2006 was as follows:

Governmental Activities
Capital assets not being depreciated
Land
Construction in progress

Capital assets being depreciated
Buildings and improvements
Furniture and equipment
Infrastructure

Subtotal
Less accumulated depreciation
Net capital assets being depreciated
Total net capital assets

Business — Type Activities
Capital assets not being depreciated
Land

Capital assets being depreciated
Buildings and improvements
Water and sewer distribution systems
Furniture and equipment

Subtotal
Less accumulated depreciation
Net capital assets being depreciated
Total net capital assets

Balance Additions/ Retirements/ Balance

July 1 Completions  Adjustments June 30
$ 25,000 $ 0 $ 0 $ 25,000
0 406,802 0 406,802
897,304 0 0 897,304
452,379 64,056 0 516,435
58.014 0 0 58,014
1,407 697 64,056 0 1,471,753
1,038,019 51,360 0 1,089,379
369,678 12,696 0 382.374
$ 394,678 $ 419498 3 0 § 814176
$ 50,000 $ 0 $ 0 $ 50,000
3,450,949 0 0 3.450.949
4,093,783 40,317 0 4,134,100
331,942 0 0 331.942
7,876,674 40,317 0 7,916,991
2,498 721 167.875 0 2,666,596
5,377,953 (127.558) 0 5,250,395
$5427.953  §(127.558) 3 0 8530039



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 4. CAPITAL ASSETS (continued):
Capital assets activity for the City’s component unit for the year was as follows:

Balance Additions/ Retirements/ Balance
July 1 Completions Adjustments June 30

Component Unit
Capital assets not being depreciated

Land $§ 5000 % 0 $ 0 $ 5,000

Construction in progress 72,721 0 72,721 0
Capital assets being depreciated

Buildings and improvements 15,000 75,821 0 90,821
Less accumulated depreciation 1,050 2,299 0 3,349

Net capital assets being depreciated 13,950 73,522 0 87,472

Total net capital assets $ 91.671 $ 73522 % 72721 $ 92472

Depreciation expense was charged to programs of the primary government and component unit as
follows:

Governmental Activities:

Legislative $ 238
General government 3,687
Public safety 9,290
Public works 30,183

Recreation and cuiture 7,962
Total depreciation expense $ 51.360

Business-Type Activities:

Water and Sewer $ 167,875
Component Unit:
DDA $ 2.299

NOTE 5. INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS:

The amounts of interfund receivables and payables are as follows:

Interfund Interfund

Fund Receivable Fund Payable
General Fund $ 100 Tax Collection Fund § 100
General Fund 49218 Woater and sewer 49,218

Total $ 49318 $ 49318



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 6. DEPOSITS WITH FINANCIAL INSTITUTIONS AND INVESTMENTS:

A. LEGAL COMPLIANCE:

Act 217, PA 1982, authorizes the City to deposit and invest in the accounts of Federally
insured banks, credit unions, and savings and loans associations; bonds and other direct
obligations of the United States, or an agency or instrumentality of the United States; United
States government or Federal agency obligation repurchase agreements; banker's
acceptance of United States banks; commercial paper rated within the three highest
classifications by not less than two standard rating services, which mature not more than 270
days after the date of purchase, and which involves no more than 50 percent of any one
fund; and mutual funds composed of investment vehicles which are legal for direct
investment by local units of government in Michigan.

Michigan law prohibits security in the form of collateral, surety bond, or other forms for the
deposit of public money. An Attorney General's opinion states that public funds may not be
deposited in financial institutions located in states other than Michigan.

All City deposits were in compliance with state statutes.

B. DEPOSITS:

Deposits are carried at cost. Deposits of the City are maintained at National City Bank and
Independent Bank, federally insured banks.

The Governmental Accounting Standards Board Statement No. 3 risk disclosures for the
City's cash deposit at June 30, 2006 are as follows:

Deposits Carrying Amount

Insured (FDIC) $ 300,000
Uninsured and Uncollateralized 147,217
Total $ 447217

NOTE 7. DEFINED BENEFIT PENSION PLAN:

Plan Description

The City participates in the Michigan Municipal Employees' Retirement System, an agent
multiple-employer defined benefit pension plan that covers all employees of the City. The
system provides retirement, disability, and death benefits to plan members and their
beneficiaries. The Michigan Municipal Employees’ Retirement System issues a publically
available financial report that includes financial statements and required supplementary
information for the system. That report may be obtained by writing to the system at 1134
Municipal Way, Lansing, Michigan, 48917. MERS was organized pursuant to Public Act 156 of
1851, §72a (MSA 5.333(a); MCLA 46.12a), as amended, State of Michigan. MERS is
regulated under Public Act 427 of 1995, the sections of which have been approved by the
State Pension Commission.



CITY OF PINCONNING
Bay County, Michigan

NOTES 7O FINANCIAL STATEMENTS
June 30, 2006

NOTE 7. DEFINED BENEFIT PENSION PLAN (continued):

The City is in an agent/multi-employer defined contribution plan with the Municipal Employees
Retirement System (MERS administered by the State of Michigan. The most recent period for
which actuarial data was available was for the calendar year ended December 31, 2005. The
City's covered payroll for employees covered by MERS for the year ended December 31, 2005
was $399,876 per the actuarial report. Data on covered versus total payroll was available in
the latest actuarial evaluation.

Annual Pension Cost

For the year ended June 30, 2006, the City’s annual pension cost of $29,134 for the plan was
equal to the City's required and actual contribution. The annual required contribution was
determined as part of an actuarial valuation at December 31, 2005, using an entry age normal
funding method. Significant actuarial assumptions used include: (a) a rate of return on the
investment of present and future assets of 8 percent per year compounded annually, (b)
projected salary increases of 4.5 percent per year compounded annually, (c) additional
projected salary increases ranging from 0 percent to 4.5 percent per year, depending on age,
attributable to seniority/merit, and (d) the assumption that benefits will increase annually 2.5
percent per year, noncompounded after retirement. Both (a) and (b) include an inflation
component of 4.5 percent. The actuarial value of assets was determined using techniques that
smooth the effects of short-term volatility over a ten-year period. The unfunded actuarial
liability is being amortized as a level percentage of payroll on a closed basis. The remaining
amortization period is 25 years.

Unfunded Actuarial Accrued Liability

Actuarial Accrued Liability
Retirees and beneficiaries currently receiving benefits $ 989,106
Terminated employees (vested former members not yet receiving benefits 42 938

Non-vested terminated employees (pending refunds of accumulated
member contributions) 24,469

Current employees -

Accumuiated employee contributions including allocated investment income 180,396
Employer financed 468,572
Total Actuarial Accrued Liability $ 1,705,481
Net Assets Available for Benefits at Actuarial Value 1,469,875

(Market Value is $1,431,142)
Unfunded (Overfunded) Actuarial Accrued Liability $ 235606



CITY OF PINCONNING
Bay County, Michigan

NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 7. DEFINED BENEFIT PENSION PLAN (continued):

TREND INFORMATION

Fiscal Year Ended June 30

2003 2004 2005 2006
Annual pension cost (APC) $ 21,252 § 23,736 $ 18,1886 $ 29,134
Percentage of APC contributed 100% 100% 100% 100%
Net pension obligation $ 0% 0 $ 09 0
SCHEDULE OF FUNDING PROGRESS
Actuariai
Accrued UAAL as a

Actuarial Liability Percentage
Actuarial Value of (AAL) - Unfunded Funded Covered of Covered
Valuation Assets Entry Age  AAL (UAAL) Ratio Payroli Payroll

Date (a) (b) {b-a) {a/b) (c) {b-a/c)
12/31/86  § 1,050,065 $ 895347 $ (154,717) 117% 0%
12/31/97 1,115,003 1,002,164 (112,838) 111 0
12/31/98 1,194,278 1,006,219 (128,058} 112 0
12/31/99 1,324,423 1,136,883 (187,539) 116 0
12/31/00 1,400,368 1,287,038 (113,329) 109 0
12/31/01 1,441,741 1,392,424 (48,317) 104 0
12/31/02 1,407,316 1,452,989 45,673 98 382,887 12
12/31/03 1,428,160 1,553,506 125,346 92 391,892 32
12/31/04 1,446,796 1,695,645 248,849 85 409,910 61
12/31/05 1,469,875 1,704,481 235,606 86 399,876 59
ANNUAL REQUIRED CONTRIBUTIONS

Fiscal Year Beginning July 1,2007
Annual Required Contribution (ARC) $ 31,800
Amortization Factor Used — Underfunded Liabilities (30 years) 0.053632
Amortization Factor Used — Overfunded Liabilities (10 years) 0.119963

NOTE 8. RISK MANAGEMENT:

The City is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions: injuries to employees; and natural disasters. The
City manages its liability and property risk by participating in Michigan Municipal Risk
Management Authority, a public entity risk pool providing property and liability coverage to its
participating members The City pays an annual premium to Michigan Municipal Risk
Management Authority for its insurance coverage. The Michigan Municipal Risk Management
Authority is self-sustaining through member premiums and provides, subject to certain
deductibles, occurrence-based casualty coverage for each incident and occurrence based
property coverage to its members by internally assuring certain risks and reinsuring risks
-31-
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NOTES TO FINANCIAL STATEMENTS
June 30, 2006

NOTE 8. RISK MANAGEMENT (continued):

through commercial companies. Various deductibles are maintained to place the
responsibility for small charges with the insured. Settled claims resulting from these risks
have not exceeded insurance coverage in any or the past three fiscal years.

The City manages its workers’ compensation by participating in Michigan Municipal League, a
public entity risk pool providing workers’ compensation coverage to its participating members.
The City pays an annual premium to Michigan Municipal League for its insurance coverage.
The Michigan Municipal League is self-sustaining through member premiums and provides,
subject to certain deductibles, occurrence-based coverage for each incident to its members by
internally assuring certain risks and reinsuring risks thorough commercial companies. Various
deductibles are maintained to place the responsibility for small charges with the insured.
Settled claims resulting from these risks have not exceeded insurance coverage in any of the
past three fiscal years.
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CITY OF PINCONNING
Bay County, Michigan

GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE BUDGET AND ACTUAL
Year Ended June 30, 2006

Variance
with Final
Final Budget
Original Amended Favorable
Budget Budget Actual (Unfavorable)
REVENUES:
Taxes $ 350,000.00 % 350,000.00 % 352,263.54 $ 2,263.54
Special assessment solid waste 54,000.00 54,000.00 54,960.00 960.00
State revenue sharing 153,000.00 153,000.00 158,957.07 5,957.07
Intergovernmental other 39,100.00 80,162.00 58,105.20 -22,056.80
Fines and fees 3,000.00 2,000.00 2,375.89 375.89
Charges for services 0.00 13,440.00 15,727.15 2,287.15
License and permits 1,200.00 1,200.00 484.50 -715.50
Interest and rental 67,000.00 67,000.00 76,842.59 0,842.59
Other Revenue 13,440.00 2,600.00 35,000.00 32,400.00
Total Revenues 680,740.00 723,402.00 754,715.94 31,313.94
EXPENDITURES:
Legislative 13,090.00 14,590.00 13,114.85 1,475.15
General Government
City Manager 63,383.00 65,383.00 64,146.13 1,236.87
Elections 3,200.00 1,600.00 1,550.31 49.69
Assessor 11,700.00 12,300.00 12,270.08 29.92
Attorney 0.00 0.00 0.00 0.00
Board of Review 725.00 725.00 622.92 102.08
Treasurer 27,964.00 28,464.00 27,435.67 1,028.33
Clerk 54,215.00 55,995.00 54,843.32 1,151.68
City Hall 57,638.00 60,222.00 58,686.93 1,535.07
Public Safety
Fire 54,120.00 54,235.00 54,232.50 2.50
Police 208,477.00 208,477.00 204,356.93 4,120.07
Ambulance 1,386.00 1,386.00 1,386.00 0.00
Public Works
Sanitation 53,400.00 53,650.00 53,631.86 18.14
Planning 1,200.00 1,050.00 31.50 1,018.50
Street lighting 17,250.00 17,800.00 17,361.81 438.19
Department of Public works 104,892.00 102,862.00 99,383.46 3,478.54
Cultural and Recreation
Parks 8,100.00 44.663.00 44 171.29 491.71
Total Expenditures
680,740.00 723,402.00 707,225.56 16,176.44
OTHER FINANCING SOURCES (USES}):
Transfer from other funds 0.00 0.00 0.00 0.00
Transfer to other funds 0.00 0.00 (.00 0.00
Net Other Financing Sources (Uses)
0.00 0.00 0.00 0.00
NET CHANGE IN FUND BALANCE 0.00 0.00 47.490.38 47,490.38
FUND BALANCE - BEGINNING OF YEAR 233,098.99 233,098.99 233,098.99 0.00
FUND BALANCE - END OF YEAR $ 233,09899 % 23309899 % 280,589.37 47 .490.38
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CITY OF PINCONNING
Bay County, Michigan

MAJOR STREET FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE BUDGET AND ACTUAL
Year Ended June 30, 2006

Variance
With Final
Final Budget
Original Amended Favorable
Budget Budget Actual {Unfavorable)
REVENUES:
Taxes $ 0.00 § 0.00 § 0.00 § 0.00
State Grants 76,000.00 76,000.00 77.177.91 1,177.91
Interest and Rentals 200.00 200.00 200.00 0.00
Total Revenues 76,200.00 76,200.00 77,377.91 1,177.91
EXPENDITURES:
Public Works
Routine maint 28,000.00 48,000.00 45,888.73 2,111.27
Signals and signs 3,750.00 3,750.00 2,404.84 1,345.16
Equipment rental 21,000.00 35,000.00 34,169.82 830.18
Other 33,900.00 9,900.00 7,436.40 2,463.60
Total Expenditures 86,650.00 96,650.00 89,899.79 6,750.21
EXCESS REVENUES OVER EXPENDITURES -10,450.00 -20,450.00 -12,521.88 34,187 .41
OTHER FINANCING SOURCES (USES)
Transfers in out -10,000.00 -10,000.00 -19,000.00 -8,000.00.
Excess (deficiency) of revenues over
expendilures and other uses -20,450.00 -30,450.00 -31,5621.88 25,187 .41
FUND BALANCE - BEGINNING OF YEAR 47,5683.25 47,583.25 47,583.25 0.00
FUND BALANCE - END OF YEAR $ 2713325 % 17,133.25 § 16,061.37 $ 25,187.41
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CITY OF PINCONNING
Bay County, Michigan

LOCAL STREET FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE BUDGET AND ACTUAL
Year Ended June 30, 2006

Variance
With Final
Final Budget
Original Amended Favorable
Budget Budget Aclual (Unfavorable)
REVENUES:
Taxes 5 000 § 0.00 § 000 $ 0.00
State Grants - 26,000.00 26,000.00 26,179.75 5,213.23
interest and Rentals 200.00 200.00 200.00 297.99
Total Revenues 26,200.00 26,200.00 26,379.75 5511.22
EXPENDITURES:
Public Works
Routine maint 29,000.00 29,000.00 20,812.96 8,187.04
Snow removal 4,000.00 4,000.00 3,713.66 286.34
Equipment rental 20,000.00 20,000.00 24,055.92 -4,055.92
Other 8,050.00 8,050.00 6,179.95 1,870.05
Total Expenditures 61,050.00 61,050.00 54,762.49 6,287.51
EXCESS REVENUES OVER EXPENDITUR  -34,850.00 -34,850.00 -28,382.74 6,467.26
OTHER FINANCING SOURCES (USES)
Transfer from Major street 10,000.00 10,000.00 19,000.00 -9,000.00
Excess (deficiency) of revenues over
expenditures and other uses -24,850.00 -24,850.00 -9,382.74 15,467.26
FUND BALANCE - BEGINNING OF YEAR 36,386.53 36,386.53 36,386.53 0.00
FUND BALANCE - END OF YEAR $ 11,5636.53 $ 11,536.53 § 2700379 $ 15,467.26
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CITY OF PINCONNING
Bay County, Michigan

DOWNTOWN DEVELOPMENT AUTHORITY FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE BUDGET AND ACTUAL
Year Ended June 30, 2006

Variance
with Final
Final Budget
Original Amended Positive
Budget Budget Actual (Negative)
REVENUES:
Taxes $ 60,000.00 $ 60,000.00 % 56,630.23 % -3,369.77
Sale of Assets 0.00 0.00 0.00
Rental income 5,500.00 5,500.00 5,500.00 0.00
Interest 1,000.00 1,000.00 4,151.01 3,151.01
Total Revenues 66,500.00 66,500.00 66,281.24 -218.76
EXPENDITURES:
Public Works-
Building Maintence 10,000.00 10,000.00 17,501.62 -7,.501.62
Administrative fees 13,440.00 13,440.00 13,440.00 0.00
Project Activities 165,000.00 40,000.00 33,159.41 6,840.59
Debt - Principal 55,000.00 55,000.00 53,173.486 1,826.54
Debt- Interest 0.00 0.00 1,826.54 -1,826.54
Capital Outlay 0.00 3,100.00 3,100.00 0.00
Other 22,550.00 22,550.00 850.67 21,699.33
Tolal Expenditures 265,990.00 144,090.00 123,051.70 28,539.92
Excess Revenues over Expenditures -199,490.00 -77,590.00 -56,770.46 -20,819.54
OTHER FINANCING SOURCES USES
Transfer to Capital projects 0.00 -150,000.00 -102,163.03 -47,836.97
Excess Rev. over Expend and other uses -199,490.00 -227,590.00 -158,933.49 -68,656.51
FUND BALANCE - BEGINNING OF YEAR 229,447.08 229,447.08 229,447 .08 0.00
FUND BALANCE - END OF YEAR % 29957.08 $ 1,857.08 § 70,513.59 % -20,819.54
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CITY OF PINCONNING
Bay County, Michigan

COMPONENT UNIT - DDA
RECONCILIATION OF THE STATEMENT OF REVENUES,EXPENDITURES
AND CHANGES IN FUND BALANCES TO STATEMENT OF ACTIVITIES
Year Ended June 30, 2006

NET CHANGE IN FUND BALANCE $ (158,933.49)

Amounts reported for governmental activities in the statement
of activities are different because -

Govemmental funds report capital outlays as expenditures
while in the statement of activities, these costs are allocated
over their estimated lives as depreciation expense.

Depreciation expense (2,298.85)
Capital asset purchases capitalized 3,100.00

Repayment of debt principal is an expenditure in the governmental
funds, the repayment does not have an effect in lhe statement
of activities but does reduce the debt balance in the statement
of net assets.

Principal payments on long term debt 53,173.46
CHANGE IN NET ASSETS - COMPONENT UNIT ACTIVITIES $ _(104,958.88)
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CITY OF PINCONNING
Bay County, Michigan

COMPONENT UNIT
DOWNTOWN DEVELOPMENT AUTHORITY
BALANCE SHEET
June 30, 2006

ASSETS:
Current Assets:
Cash
Accounts receivable
Prepaids
Total Current Assets

LIABILITIES:
Current Liabilities
Accounts payable
Due to Capital Projects
Total Current Liabilities

Fund Balance
Unrestricted

Total Liabilities and Fund Balance

-38-

70,513.59
0.00
0.00

70,613.59

0.00
0.00

0.00

70,513.59

70,513.59




CITY OF PINCONNING
Bay County, Michigan

COMPONENT UNIT - DOWNTOWN DEVELOPMENT AUTHORITY
RECONCILIATION OF BALANCE SHEET TO STATEMENT OF NET ASSETS
June 30, 2006

FUND BALANCES ON BALANCE SHEET $ 70,513.59

Amounts reported for governmental activities in the statement
of net assets are different because -

Capital assets used in governmental activities are not financial

resources and therefore are not reported in the governmental funds
balance sheet:

Capital assets at cost §5,820.91
Accumulated depreciation (3,348.85)

Long-term liabilities are not due and payable in the current period and
therefore are not reported in the governmental funds (28,233.50})

TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES $ 134,752.15

—_—Tr
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CITY OF PINCONNING
Bay County, Michigan

GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

Year ended June 30, 2006

REVENUES:
Taxes -
Current tax levy
Special assessment solid waste
Penalties and interest
Coltection fee

Total taxes

State and Local Grants -
State revenue sharing
State grant
Local grant
Other local units
Liquor license fees

Federal Grant
Justice dept.

Licenses and permits

Dog and Cat

Zoning

Mabile home park

Total licenses and permits
Fines and penalties
Charges for services

Notary fees

Copies and misc

Admin fees

Policeffire reports

Contract default

Total Charges for Services
Interest and Rentals -

Interest

Rents

Total Interest and Rentals

Total Revenues

EXPENDITURES

OTHER FINANCING SOURCES USES
Transfer to Capital Projects

NET CHANGE IN FUND BALANCE
FUND BALANCE - July 1, 2005

FUND BALANCE - June 30, 2006

$ 348,521.98
54,960.00
2,530.36

1,211.20
407,223.54
158,957.07

0.00

36,497.00
20,000.00

1,608.20
217,062.27

174.00
30.00
280.50
484.50
2,375.89
28.00
438.12
13,440.00
1,821.03
35,000.00
50,727.15
10,092.59
66,750.00
76,842.59
754,715.94

707,225.56

0.00
47,490.38
233,098.99

$ 280,589.37



CITY OF PINCONNING
Bay County, Michigan

CAPITAL PROJECTS FUND
i TATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCI
Year Ended June 30, 2006

Actual
REVENUES:
Federal Grant 303,600.00
State Grants 0.00
Interest and Rentals 1,180.88
Total Revenues 304,780.88
EXPENDITURES:
Public Works
Capital outlay 406,801.74
Other 6,046.00
Total Expenditures 412,847.74
EXCESS REVENUES OVER EXPENDITURES -108,066.86
OTHER FINANCING SOURCES (USES)
Transfers In 102,163.03
Excess (deficiency) of revenues over
expenditures and other uses -5,903.83
FUND BALANCE - BEGINNING OF YEAR 6,001.27
FUND BALANCE - END OF YEAR 97.44
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
DETAIL OF WATER AND SEWER INCOME AND EXPENSES

CITY OF PINCONNING

PROPRIETARY FUND

Years Ended June 30, 2006 and 2005

WATER REVENUES:
Charges for Services

Water Charges
Water Hydrant Rental
Late penalties
Interest
Miscellanecus

Total Water Revenues

SEWER REVENUES:
Charges for Services

Sewer Charges
Septage Income
Late penalties
Interest
Miscellanecus

Total Sewer Revenues

WATER EXPENSES

Salarnies

Fringes and Taxes

Water - Cost of Goods Sold
Contractual Services
Supplies

Repairs and Maintenance
Utilities

Insurance

Other

Interest

Depreciation

Total Water Expenses

SEWER EXPENSES

Salaries

Fringes and Taxes
Contractual Services
Supplies

Repairs and Maintenance
Utilities

Insurance

Other

Interest

Depreciation

Total Sewer Expenses

Change in Net Assets

Net Assets Beginning of Year

Net Assets End of Year

$

2006 2005
203,647.42 212,654.63
7,000.00 7,000.00
1,950.35 0.00
3,003.69 2,078.70
2,357.96 2,497.88
218,049.42 224,231.21
312,660.02 326,864.51
24,500.00 10,064.00
3,182.16 0.00
5,047.59 3,251.30
2,357.95 3,906.95
347,747.72 344,086.76
29,672.59 23,201.36
14,230.78 14,035.21
81,944.64 100,864.39
7,981.53 11,893.80
1,674.69 2,749.46
11,736.00 3,317.67
528.83 457.56
5,676.19 5,266.51
2,565.73 503.65
5,697.88 8,637.61
33,299.71 19,186.71
195,008.57 190,113.93
78,563.63 79,014.09
37,256.91 41,567.50
14,539.86 12,025.47
7,657.66 8,982.27
24,220.26 39,323.33
56,429.73 47,534.91
5,222.24 4,722.56
3,805.20 7,150.36
143,246.30 141,037.50
134,674.91 151,299.83
505,516.60 532,658.72

(134,728.03) {154,454 .68)

2,501,796.01 2,666,250.69
2,367,067.98 2,501,796.01




CITY OF PINCONNING
Bay County, Michigan

GENERAL FUND
DETAIL OF EXPENDITURES
Year ended June 30, 2006

EXPENDITURES:
LEGISLATIVE:
Mayor and City Council
Salaries $ 8,130.00
Fringes and taxes 621.95
Membership dues 1,074.00
Audit 0.00
Supplies and other 3,288.90
Total Legislative 13,114.85
GENERAL GOVERNMENT:
City Manager
Wages 45,392.10
Fringes and taxes 18,754.03
Telephone 0.00
Mileage and other 0.00
Total Manager 64,146.13
Elections-
Wages 597.80
Supplies 666.64
Printing and publication 285.87
Total Elections 1,550.31
Accounting-
Supplies 0.00
Office equip. maint. 0.00
Other costs 0.00
Total Accounting 0.00
Assessor-
Contracted Service 9,711.31
County tax roll service 990.80
Supplies and other costs 1,567.97
Total Assessor 12,270.08
Board of Review-
Fees 525.00
Other costs 97.92
Total beard of review 622.92
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CITY OF PINCONNING
Bay County, Michigan

GENERAL FUND
DETAIL OF EXPENDITURES {Continued)
Year ended June 30, 2006

EXPENDITURES (CONT.):.
GENERAL GOVERNMENT (CONT.}):

Treasurer-
Salaries $ 21,059.06
Fringes and taxes 5,148.20
Telephone 0.00
Meetings 959.45
Supplies and other 268.96
Total Treasurer 27,435.67

Clerk-
Salaries 34,087.44
Fringes and taxes 18,827.21
Mileage 201.39
Meetings 1,464.28
Supplies and other 263.00
Total Clerk 54,843.32

City Hall and Grounds-

Salaries 8,299.24
Custodial 2,239.84
Supplies 0.00
Office 2,402.22
Legal 6,336.16
Insurance 13,622.36
Utilities 8,230.00
Repairs and maintenance 7.459.22
Telephone 2,786.47
Other costs 7,311.42

Total City Hall 58,686.93

Total General Government 219,5655.36

PUBLIC SAFETY:
Fire Department-

Contracted fire protection 47,232.50
Hydrant rental 7,000.00
Debt -Principal 0.00
Debt - Interest 0.00

Total Fire Department 54,232.50



CITY OF PINCONNING
Bay County, Michigan

GENERAL FUND
DETAIL OF EXPENDITURES {Continued)
Year ended June 30, 2006

Total Expenditures
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EXPENDITURES (CONT.);
PUBLIC SAFETY (CONT.)
Police-

Salaries 3 122,063.21

Fringes and taxes 39,451.37

Office 273.29

Gas and gil 4,867.97

Legal 1,965.00

Supplies 1,004.60

Uniforms 750.00

Contracted services 1,010.00

Telephane 1,404.65

Training 905.87

Insurance 7,762.96

Capital Qutlay 20,776.67

Vehicle maint. 1,958.40

Other Costs 162.94

Total Police 204,356.93
Ambulance-
Contracted service 1,386.00
Total Public Safety 259,975.43
PUBLIC WORKS:
Sanitation-

Refuse contract 53,631.86
Street Lighling- 17,361.81
Sidewalks 0.00
Department of Public Works-

Salaries 34,438.11

Fringes and taxes 30,544.24

Supplies 5,229.53

Uniforms 466.66

Gas and oil 7,105.52

Telephone 1,230.90

Insurance 7,218.97

Utitities 4,201.24

Maint. and repairs 4,247.29

Capital Outlay 4,701.00

Total DPW 99,383.46
Planning and Zoning-
Contracted services and supplies 31.50
Total Public Works 170,408.63
RECREATION AND CULTURAL:
Parks and Recrealion-

Gas and oil 177.71

Fringes and taxes 0.00

Utilities 2,729.56

Repairs and maint. 86.76

Insurance 2,416.38

Supplies and other 182.88

Capital Outlay 38,578.00

Total Recreation and Cultural 44,171.29

$ _ 707.225.56



CITY OF PINCONNING
Bay County, Michigan

BROWNFIELD REVITALIZATION LOAN
MICHIGAN DEPARTMENT OF ENVIRONMENTAL QUALITY
SCHEDULE OF INDEBTEDNESS
June 30, 2008

TYPE OF ISSUE:  REVITALIZATION LOAN
PURPOSE OF ISSUE: BUILDING DEMOLITION
INTEREST RATE: 2.25%

TOTAL LOAN: 278,875

INITIAL LOAN: 99,573

June 7

Date Principal Interest Total
2007 $ 3,260.54 § 683525 $ 3,895.79
2008 3,333.90 561.89 3,895.79
2009 3,408.91 486.88 3,895.79
2010 3,485.61 410.18 3,895.79
2011 3,564.04 331.75 3,895.79
2012 3,644.23 251.56 3,895.79
2013 3,726.22 169.57 3,895.79
2014 3,810.05 85.74 3,895.79

$ 2823350 % 2,932.82 % 31,166.32
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CITY OF PINCONNING
Bay County, Michigan

2002 Water Supply and Sewage Disposal System Revenue Bond Series A
SCHEDULE OF INDEBTEDNESS
June 30, 2006

TYPE OF ISSUE: Revenue Bond

PURPOSE OF ISSUE: Water and Sewage System Improvements
INTEREST RATE: 4.75%

TOTAL AUTHORIZED ISSUE: 544,000

June 1 December 1

Date Interest Principal Interest Only Total
2007 % 12,564 % 3,000 § 12492 § 28,056
2008 12,492 3,000 12,421 27,913
2009 12,421 3,000 12,350 27,771
2010 12,350 3,000 12,279 27,629
2011 12,279 3,000 12,207 27,486
2012 12,207 4,000 12,112 28,319
2013 12,112 4,000 12,017 28,129
2014 12,017 4,000 11,922 27,939
2015 11,922 4,000 11,827 27,749
2016 11,827 6,000 11,685 29,512
2017 11,685 6,000 11,542 29,227
2018 11,542 6,000 11,400 28,942
2019 11,400 6,000 11,257 28,657
2020 11,257 8,000 11,067 30,324
2021 11,067 8,000 10,877 25,944
2022 10,877 10,000 10,640 31,517
2023 10,640 10,000 10,402 31,042
2024 10,402 10,000 10,165 30,567
2025 10,165 15,000 9,809 34,974
2026 9,809 15,000 9,453 34,262
2027 9,453 15,000 9,096 33,549
2028 9,096 15,000 8,740 32,836
2029 8,740 18,000 8,313 35,053
2030 8,313 20,000 7,838 36,151
2031 7,838 20,000 7,363 35,201
2032 7,363 20,000 6,888 34,251
2033 6,888 20,000 6,413 33,301
2034 6,413 20,000 5,938 32,351
2035 5,938 20,000 5,463 31,401
2036 5,463 40,000 4,513 49,976
2037 4,513 40,000 3,563 48,076
2038 3,563 50,000 2,375 55,938
2039 2,375 50,000 1,188 53,563
2040 1,188 50,000 - 51,188

$ 318,179 § 529,000 $ 305,615 $ 1,152,794
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CITY OF PINCONNING
Bay County, Michigan

2002 Water Supply and Sewage Disosal System Revenue Bond Series B
SCHEDULE OF INDEBTEDNESS
June 30, 2006

TYPEQF ISSUE: REVENUE BOND

PURPOSE OF ISSUE: WATER AND SEWAGE SYSTEM IMPROVEMENTS
INTEREST RATE: 4.75%

ORIGINAL ISSUE: 47,000

June 1 December 1

Date Principal Interest Interest Only Total
2007 % 1,000 % 997 $ 974 § 2,971
2008 1,000 974 950 2,924
2009 1,000 950 926 2,876
2010 1,000 926 902 2,828
2011 1,000 502 879 2,781
2012 1,000 879 855 2,734
2013 1,000 855 831 2,686
2014 1,000 831 808 2,639
2015 1,000 B08 784 2,592
2016 1,000 784 760 2,544
2017 1,000 760 736 2,496
2018 1,000 736 712 2,448
2019 1,000 712 689 2,401
2020 1,000 689 665 2,354
2021 1,000 665 641 2,306
2022 1,000 641 617 2,258
2023 1,000 617 594 2,211
2024 1,000 594 570 2,164
2025 1,000 570 546 2,116
2026 1,000 546 523 2,069
2027 1,000 523 499 2,022
2028 1,000 499 475 1,974
2029 1,000 475 451 1,926
2030 1,000 451 428 1,879
2031 1,000 428 404 1,832
2032 1,000 404 380 1,784
2033 1,000 380 356 1,736
2034 2,000 356 309 2,665
2035 2,000 309 261 2,570
2036 2,000 261 214 2,475
2037 2,000 214 166 2,380
2038 2,000 166 119 2,285
2039 2,000 119 71 2,190
2040 3,000 71 - 3,071

$ 42000 $ 20,092 % 19095 % 81,187
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CITY OF PINCONNING
Bay County, Michigan

1996 WATER SUPPLY AND SEWAGE DISPOSAL SYSTEM REVENUE BONDS - SERIES A
WATER AND SEWER FUND
SCHEDULE OF INDEBTEDNESS
June 30, 2006

TYPE OF ISSUE: Revenue Bonds

PURPOSE OF ISSUE: Water Supply System and Sewage Disposal
INTEREST RATE: 4.5%

ORIGINAL ISSUE: 2,511,000

June 1 December 1

Date Interest Principal Interest Totals

2007 $ 55,350 $ 20,000 $ 54,900 % 130,250
2008 54,900 50,000 53,775 158,675
2009 53,775 50,000 52,650 156,425
2010 52,650 55,000 51,412 159,062
2011 51,412 55,000 50,175 156,587
2012 50,175 55,000 48,938 154,113
2013 48,938 55,000 47,700 151,638
2014 47,700 55,000 46,462 149,162
2015 46,462 60,000 45,113 151,575
2016 45,113 60,000 43,762 148,875
2017 43,762 60,000 42,413 146,175
2018 42413 65,000 40,950 148,363
2019 40,950 70,000 39,375 150,325
2020 39,375 75,000 37,687 152,062
2021 37,687 80,000 35,888 153,575
2022 35,887 80,000 34,087 149,974
2023 34,088 85,000 32,175 151,263
2024 32,175 90,000 30,150 152,325
2025 30,150 95,000 28,013 153,163
2026 28,013 100,000 25,762 153,775
2027 25,762 105,000 23,400 154,162
2028 23,400 110,000 20,925 154,325
2029 20,925 115,000 18,338 154,263
2030 18,338 120,000 15,637 153,975
2031 15,637 125,000 12,825 153,462
2032 12,825 135,000 9,788 157,613
2033 9,788 135,000 6,750 151,538
2034 6,750 145,000 3,487 155,237
2035 3,487 155,000 - 158,487

$ 1007887 & _ 2460000 § 952537 § 4,420,424
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CITY OF PINCONNING
Bay County, Michigan

1996 WATER SUPPLY AND SEWAGE DISPOSAL SYSTEM REVENUE BONDS - SERIES B
WATER AND SEWER FUND
SCHEDULE OF INDEBTEDNESS
June 30, 2006

TYPE OF ISSUE:  Revenue Bonds

PURPOSE OF ISSUE:  Water Supply Systern and Sewage Disposal
INTEREST RATE: 4.5%

ORIGINAL ISSUE: 60,000

June 1 December 1

Date interest Principal Interest Totals

2007 % 1,067 § 4,000 % g67 § 6,024
2008 968 4,000 878 5,846
2009 877 4,000 787 5,664
2010 788 5,000 675 6,463
2011 675 5,000 563 6,238
2012 562 5,000 450 6,012
2013 450 5,000 337 5,787
2014 338 5,000 225 5,563
2015 225 5,000 113 5,338
2016 112 5,000 - 5,112

$ 6,052 $ 47000 $ 4995 § 58,047
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CITY OF PINCONNING
Bay County, Michigan

4997 REFUNDING BONDS, GENERAL OBLIGATION - LIMITED TAX SEWER AND WATER FUND DEBT
SCHEDULE OF INDEBTEDNESS
June 30, 2006

TYPE OF ISSUE:  General Obligation Bond
PURPOSE OF ISSUE: Water and Sewer System
INTEREST RATE: 4.2510 5.20%

ORIGINAL ISSUE: 527,088

January 1 July 1
Date Interest Principal Interest Totals
2007 § 1,388 § 53376 § - % 54,764
$ 1,388 % 53,376 § - % 54,764
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Quast, Janke and Company, P.C.

Certified Public Accountants

1010 N. JOHNSON STREET
BAY CITY, MICHIGAN 48708
Phone: (989) 892-4549
Fax: (989)892-4030

Timothy J. Quast, C.P.A. Members:
Mark G. Janke, CP.A. American Institute of CP.A.s

Ned £. Kleinke, CP.A. Michigan Association of C.PAs
David G. Gwizdala, C.P.A.

September 21, 2006

To the City Council

The City of Pinconning

Bay County

Pinconning, Michigan 48650

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the City of Pinconning as of and for the year ended June 30, 2006, which
collectively comprise the City’s basic financial statements and have issued our report thereon dated September
21, 2006. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the City of Pinconning’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing an opinion on the
financial statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low level
the risk that misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and it operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulation, contracts, and
grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed
no instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

This report is intended for the information of the City, management and federal awarding agencies and pass-
through entities and is not intended and should not be used by anyone other than these specified parties.

QUAST, JANKE AND COMPANY

Dot fonde ¢ Co-

Certified Publi§ Accountants, P.C.




Quast, Janke and Company, P.C.

Certified Public Accouniants
1010 N. JOHNSON STREET
BAY CITY, MICHIGAN 18708
Plione: (989) 892-.1.5.19
Fax: (989} 892-1030
Emal guiz@qje.com

fimathy J. Quast, CFA, Members:
Mark G. Jauke, C.P.A. Amierican Tustitite of €A s
Ned E. Kleinke, CPA Michigan Assoctaion of C1As

David . Gwizdala, CF.A,

September 21, 2006

To Mayor and City Council
City of Pinconning

In planning and performing our audit of the financial statements of the City of Pinconning
for the year ended June 30, 2006; we considered its internal control system in order to
determine our auditing procedures for the purpose of expressing an opinion on the
financial statements and not to provide assurance on internal controls. As a result of the
aforementioned study, we became aware of a few items that are opportunities for
strengthening internal controls and operating efficiency. The following summarizes our
comments and suggestions regarding those matters.

WATER AND SEWER SUBSIDIARY LEDGER

During the audit we noted the water and sewer subsidiary ledger was not being reconciled
to the general ledger on a monthly basis. The subsidiary ledger was reconciled to the
general ledger at year end and the difference between the two was immaterial. In
conjunction with the City’s monthly closing procedures, we recommend this type of
reconciliation along with follow procedures be performed if discrepancies exist between
subsidiary ledgers and the general ledger.

BUDGET ADJUSTMENTS

The City's actual expenditures were fairly accurately estimated in preparing the annual
budget. All most all budget figures were close to actual expenses except for transfer
amounts from one fund to the other. The only budget exception was transfers from Major
Street Fund to Local Street Fund. We suggest that transfer amounts to and from funds
also be considered in the monitoring of budgeted amounts for the year.

We would like to thank the City council for its continued relationship with our firm and to
express our thanks to the City staff for their cooperation and assistance provided during
our audit.

Sincerely,
DAL

David Gwizdala, Partner



